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‘OR the past six weeks, Congress has been gloomily poring over the economic indexes, which 
are untrustworthy at best, and coming up with dire predictions of a deepening, lengthening re- 
cession. In considerable panic, some members of Congress even envision a catastrophic depres- 


sion of the 1930 type. 


This unpleasant remembrance of things past has brought about a hasty spate of proposed 


remedies harking back to the early New Deal 
— “make work” projects of the WPA and 
PWA variety, CCC camps, increased Federal 
subsidies and handouts, and further “soak the 
rich” tax schemes. 


Interestingly, all of the proposed solutions have one 
thing in common: tried before, they proved notably 


the current economic recession should indeed turn 
into a full-blown depression, the resulting government 
intervention in the private economy would make the 
1930’s look like an exercise in laissez-faire. A serious 
depression, in fact, could very well mark the end of 
the private enterprise system. Given only a slight 
shove, government, which 


inefficient. Conversely, and 
more recently, a move along 
opposite lines that cut Federal 
spending and reduced taxes 
that act to restrain corporate 
activity resulted in a sudden 
and unparalleled spurt of 
prosperity. Yet, of the two 
schools of thought, the former 
“trickle up,” or dole, theory 
seems to be prevailing in a 
time of stress — a “stress,” in- 
cidentally, that is only a short 
step removed from the highest 
standard of living that has 
ever prevailed in the history 
of the world. 


In all the confusion, one 
thing at least, seems sure: if 


This Issue In Brief 


While there is serious doubt that Federal 
pump-priming expenditures and tax hand- 
outs would correct the current recession, 
there is no question that such remedies 
would result in more huge inflationary 
deficits and a cheaper dollar. On top of 
necessary cold war spending, Mr. Grand 
wonders whether “even the greatest na- 
tional economy in the world” could stand 
the strain of profligate domestic spending. 
He favors a policy of reducing both gov- 
ernment spending and taxes, which helped 
stem the recession of 1953-54, Conced- 
ing that the government under great po- 
litical pressure may “do something” about 
taxes, he shows which revisions in the 
tax structure would reduce the formidable 
barrier to expansion of industry and jobs. 





through heavy taxes and var- 
ious controls already influ- 
ences every business and per- 
sonal economic decision, 
would end up completely dom- 
inating the lives of its citizens. 


Will various current “pump- 
priming” proposals in fact 
give our economy “a shot in 
the arm” that will halt the 
recession? Or, on the other 
hand, start an early resump- 
tion of the rise in the cost of 
living through further infla- 
tion? Or even have no effect 
whatsoever? The fact is that 
there is more solid evidence 
that the trend of our times is 
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toward more inflation than there is that the crrrent 
recession will deepen. 


In general, the “recession remedies” now being 
pushed in Congress fall into two categories: more 
spending and tax handouts, with some enthusiasts 
plumping for both. The idea, in both cases, is to spread 
more money around quickly in the hope that this 
“purchasing power” will step up sales of automobiles 
and other “hard goods,” put the economy back on 
the prosperity track, and create jobs to reduce unem- 
ployment. 


Time to Ask Questions 


Both Congress and the President have done what 
they can to step up current spending, but the big PWA 
like projects are still under discussion, and tax cuts 
apparently have been postponed for a few weeks. 
Before we are thoroughly committed to an all-out 
program, there is still time to face up to a series of 
important questions, answers to which should deter- 
mine our course of action. Among the questions are 
these: 


1. Is this recession one that seriously threatens our 
economic future or is it merely a manifestation that 
millions of consumers are temporarily “bought up” 
on things like cars and refrigerators? Production in 
February 1958 was about 11 percent below early 
1957, a decline slightly greater than those in other 
postwar recessions of 1948-49 and 1953-54. But the 
current decline is from all-time highs and the most 
prosperous years we have ever known. Total personal 
income remains high and savings appear to be rising. 
For example, net savings in New York State’s savings 
and loan associations increased 60 percent more in 
January and February of this year than in the same 
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period in 1957. We should at least consider the pos- 
sibility that the recession will end at an early date 
without government intervention, as the people make 
their millions of individual decisions to spend the 
money they are now salting away. 


2. Is is part of the responsibility of the Federal 
government to try to guarantee an ever-increasing 
boom, with none of the economic adjustments that 
characterize even an era of general prosperity? Gov- 
ernment must step in to ease human misery in a serious 
depression, but if we run to government to ease even 
minor economic tremors, we are inviting the complete 
domination by government that we profess to abhor 
in many of the world’s other countries. 


3. Can the Federal government or any government 
end a recession or an inflation by any steps short of 
complete regimentation and the application of strict 
controls on every step in the economic process? Gov- 
ernment, it is clear, does not have the ability to fore- 
cast the economy with any more precision than the 
weather. And if we take for example the experience of 
the 1930's, it is equally clear that government does 
not have any special know-how to get us out. In 1940, 
after nine years of heavy Federal spending and deficits 
there were still eight million unemployed, about a 
seventh of the labor force. Certainly, current “pump- 
priming” spending proposals are minor efforts by com- 
parison and offer little hope. A tax handout, such as 
the proposed ‘“$40-for-everybody” might increase 
purchasing power (which is already high) but it is 
just as likely to end up in the bank until the sovereign 
citizen decides he wants to spend it. 


4. Should the Federal government indulge in huge 
new expenditures or tax handouts at all when the 
present budget outlook offers nothing but deficits? 
Tax Foundation estimated recently that, even at cur- 
rent spending rates, a Federal budget deficit for fiscal 
1958 and 1959 of some $5-$7 billion is in prospect. 
Other estimates put the fiscal 1959 deficit as high as 
$10 billion, even without a tax cut. This would push 
the Federal debt ceiling, recently raised to $280 billion 
“temporarily,” to $290 or $300 billion. More im- 
portant, it would mark a resumption of the policy of 
grand-scale deficit financing, which has already helped 
halve the purchasing power of the dollar. 


The above questions require hard, non-political 
answers. Just a few months ago we had to make a hard 
decision about our national defense and we decided, 
rightly, that the Federal government must spend what- 
ever is needed to maintain our international position. 
Now it is proposed that we add to the cold-war spend- 
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ing unknown billions to combat the recession. Thus 
for the first time in our history, we would be seeking 
to use Federal expenditures to fight an economic war 
against recession while facing the necessity for in- 
creasingly large outlays to fight a cold war abroad. 
Even the greatest national economy in the world is not 
indestructible. Can we stand such a strain, and just 
what should government do? 


If pump-priming, tax handouts, and deficit-induced 
depreciation of the dollar are not the answer, is there, 
then, nothing to be done? Must we just wait and let 
events take their course? Such a decision has much 
to commend it, given the known strength and resili- 
ence of our economy. But since action of some kind 
seems essential for political reasons, if no other, the 
action we take should be the kind that will eliminate 
some of the handicaps under which our great eco- 
nomic system has been operating. 


Tested Remedy Available 


One clue to action comes from 1953-1954, when the 
Federal government took two important steps which 
I believe were the basis for the great prosperity of the 
succeeding three years. They were: (1) cut Federal 
spending (2) reduce taxes in such a way as to remove 
some restraints from the private economy. 


Federal spending for fiscal 1955, beginning July 1. 
1954, was cut by three billion dollars to $64'% 
billion, ten billion dollars below the Korean War 
peak (and about ten billion below current spend- 
ing levels ). Simultaneously, the Internal Revenue Act 
of 1954 made important strides in taking the tax 
wraps off the economy. 


Without “pump-priming” Federal spending, with- 
out mere tax handouts of the “$20-for-everyone” 
variety, the results were almost instantaneous. Total 
goods and services produced (Gross National Prod- 
uct) soared $30 billion in a single year, the growing 
unemployment problem evaporated, and general pros- 
perity reached new peaks for several years. 


The same course would appear sound in dealing 
with the current recession: cutting sharply, rather than 
increasing, the proposed Federal budget for fiscal 
1959. It is less essential domestic spending, not mili- 
tary spending, that has forced the 1959 budget to a 
record total of $74 billion. 


If we avoid any vestiges of “pump-priming,” if we 
reduce less essential Federal spending, and if we insist 
on getting a dollar’s worth of defense for every military 


dollar spent, billions can be made available for tax 
reduction that will take more restraints off our 
economy. 


Given this opportunity, where should we start: 


1. The present Federal tax structure is a formid- 
able barrier to expansion of industry and jobs. Not- 
withstanding the tax reductions of 1954, Federal 
individual tax rates are only slightly below the peak 
levels of World War II; the first bracket rate is now 
20 percent as compared with 16.6 percent in 1948. 
The corporation income tax rate of 52 percent com- 
pares with a 38 percent rate in 1948 and a peak war- 
time rate of 40 percent. Excise taxes were not signifi- 
cantly reduced after World War II and were raised to 
new highs during the Korean War. The 1954 excise 
reductions still left the overall burden well above the 
1948 level; in fact, the new and increased highway 
user taxes imposed in 1956 approximately offset the 
reductions in other excise taxes of 1954. 


Nearly all of us would put the too-high individual 
income tax rates on individuals at the top of any list 
of barriers to free enterprise operations. The income 
tax has become so “progressive” that it is a drag on 
economic progress. Ever increasing rates up to 91 
percent applied against any additional money they 
might make, cannot be the way to interest and en- 
courage people to invest their savings in new job- 
creating ventures. In the top brackets of the individual 
income tax these rates impair the revenue instead of 
increasing it. A recent Tax Foundation study showed 
that in 1953, taxable income in excess of $100,000 
per return was less than half of such income reported 
in 1916. Reducing the top bracket rates would not 
only restore incentives but would actually increase 
the revenues. 


Income Tax Is Onerous 


Nor is the weight of this tax purely on the high 
brackets. The tax is now a broad-based tax and most 
of its yield comes from persons of moderate or small 
incomes, for that is where the bulk of the income is. 
Yet the basic starting rate is 20 percent on the first 
dollar of taxable income, an onerous rate, only 3 per- 
centage points lower than the wartime peak. 


Our present individual income tax structures con- 
sists of tax brackets unchanged since 1942. These 
reflect the wartime effort to exact the maximum 
amount of revenue. The rates and brackets were de- 
vised to restrict private economic activity, to prevent 
the launching of new private ventures and to dis- 
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courage expenditures on goods that would compete 
with our wartime production needs. It is hard to see 
how such a structure can fill the exact opposite goals 
that our current situation demands. 


Clearly then, the first and major step for helping 
our economy to move ahead would be a revision of the 
individual tax rates and brackets. The following steps 
suggest the course we might follow: 


(a) Divide the first tax bracket into two $1,000 
brackets and subject the first $1,000 to a lower rate. 
The relative effect would be fairly close to that of an 
increase in exemptions but it would have the virtue of 
not relieving several million taxpayers from the burden 
of any income tax. This lower rate on the first $1,000 
should be coupled with a flat percentage reduction in 
ali the other bracket rates. A comprehensive revision 
of the bracket widths and rates should be the ultimate 
goal, but pending such a revision, a flat percentage 
reduction would be a step in that direction. 


Start with Rate Reductions 


A reduction of the tax rate on the first $1,000 to 
17 percent from the present 20 percent and a flat 10 
percent cut in the rates applicable to all taxable in- 
come above $1,000 would amount to tax savings of 
$4.3 billion for individual income taxpayers. A rate 
reduction to 18 percent on the first $1,000 and a 5 
percent cut in other rates would reduce revenues $2.5 
billion. 


(b) Make a start in reducing the impact of the con- 
fiscatory top rates of the individual income tax, either 
by extending the bracket reach or by lowering the top 
rate from 91 percent to about 70 or 75 percent. The 
revenue effects of such a change would certainly not 
exceed a loss of $100 million, and more likely would 
be nil. 


(2) Reduce the corporation income tax rate from 
52 to 50 percent. The revenue cost would be about 
$800 million. Corporations provide nearly three- 
quarters of all the non-government wages and salaries 
paid. The corporate sector of our economy is one of 
the biggest segments of business life that is disciplined 
by vigorous competition. Yet these artificial entities 
certainly cannot pay taxes out of their own pockets. 
It is reasonably clear that the corporate tax is paid 
either by the stockholder or the consumer. In either 
event, what justification can there be for taking more 
than half of their profits (which are now less than they 
were six years ago)? Our taxation of corporation 
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seems designed not only to make it unprofitable for 
investors to put their savings into corporate enterprise 
(through double taxation of dividends) but further, to 
prevent the corporations from themselves accumulat- 
ing funds needed for growth and modernization 
(through restricted depreciation policies). The net 
effect has been to erode away corporate capital, to 
penalize growth, and to erect obstacles to new risky 
and competitive ventures that business intelligence 
dictates. 


The first step, a token reduction in the corporate 
rate, should be followed by further cuts, with the ob- 
jective of reaching as quickly as possible, at least the 
peak World War II level of 40 percent. 


(3) Put into effect President Eisenhower’s recom- 
mendations for aiding small business. The tax savings 
to small business would be about $200 million. 


(4) Reduce the excises that were levied for wartime 
purposes and that interfere with the current business 
operations by pyramiding costs. Specifically, the excise 
on transportation of property should be repealed and 
the excise on the transportation of persons should be 
cut in half. In addition, the Federal excises on auto- 
mobiles, parts and heavy household equipment should 
be cut in half. The repeal and reduction of these taxes 
would have widespread beneficial effects (assuming 
that the excise cuts would be passed on in lower 
prices). The tax savings from these excise tax reduc- 
tions would be approximately $1.3 billion. 


The total revenue reduction resulting from the 
adoption of this program would be between $5 and $7 
billion. Such a tax revision program would be a posi- 
tive step in the direction of permanently improving 
the entire tax structure by lessening the obstacles to 
business operations and increasing personal incen- 
tives. It would be an important step in the right direc- 
tion, not a panicky anti-recession measure, but its 
benefits would be felt immediately. 


In summary, the present economic situation does 
not call for panicky “pump-priming” expenditures 
and political tax handouts by the Federal government. 
Not only would the effect of such actions on the cur- 
rent recession be dubious in the extreme, but a certain 
result of this course would be more huge, inflationary 
deficits and a cheaper dollar. What is needed is fiscal 
sanity and a curtailment of less essential spending. 
Any tax reduction must be measured by a rigid yard- 
stick: does it remove some of the tax restraints on our 
economy and will its long-term effect add to our hope 
of lasting prosperity for all the American people. 
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